MFP COMMITTEE #2
February 2, 2009

MEMORANDUM

January 29, 2009

TO: Management and Fiscal Policy Committee

~

FROM: Stephen B. Farber, Council Staff Directorw

SUBJECT:  Briefing on Economic Indicators

Finance Director Jennifer Barrett, Treasury Division Chief Rob Hagedoom, and Chief
Economist David Platt will brief the Committee on recent national, regional, and County
economic data. They will discuss the graphs and charts on ©1-25 prepared by Mr. Platt.

The national indicators reflect the sharp downturn in the real economy and the disorder
in financial markets. Real gross domestic product fell 0.5 percent in the third quarter of 2008.
Average estimates for the fourth quarter of 2008, and for the first and second quarters of 2009,
are for further decreases of 4.3, 3.3, and 0.8 percent, respectively, compared to the 3.1 percent
average increase in 2004-2006. Major stock market indices fell last year by more than one third.
Unemployment is at 7.2 percent and rising, with layoffs in the housing, financial services, and
retail sectors spreading to other sectors as well. Consumer spending and business investment are
down sharply. Consumer price increases and housing starts have fallen to near record-low levels.

The leading indicator for the regional economy continues to suggest slower growth over
the next 6 to 8 months; it has fallen steadily, by 4.0 percent since April 2007 (except for a slight
increase in February and September 2008). The coincident indicator, which measures current
performance, has fallen 12.0 percent since March 2007. Consumer confidence and the regional
stock market show sharp declines. The region continues to generate new jobs, although at a
slower rate than in recent years; the Bethesda-Gaithersburg-Frederick area added just 2,400 jobs
in the first eleven months of 2008 compared to 2007. The softness in home prices for the region
persists and is likely to continue into 2010. The one-year CPI increase as of November 2008,
despite sharply higher mid-year food and energy costs, was just 2.5 percent.



County economic indicators are similar. Resident employment has stalled and is now
declining. The unemployment rate was 3.7 percent in November, well below the State’s rate,
which rose to 5.8 percent — the highest in 15 years — in December, but above the County’s 2.3
percent rate in November 2007. Home sales, which were down 20.5 percent in 2006 and 23.4
percent in 2007, fell another 20.6 percent (est.) in 2008. The average home sale price fell 7.9
percent (est.) in 2008, compared to increases of 4.4 and 3.9 percent in 2006 and 2007. SDAT’s
most recent residential property assessments, for Group 3, were down 16.3 percent. The value of
new residential construction in 2008 was the lowest since 1999. Non-residential construction
projects were the lowest since 2005, while the vacancy rate in Class A property, 9.7 percent, has
risen to the highest level in nearly four years. Taken together, these indicators suggest
continued weakness, or at best sluggish growth, in County income, property, and transfer
and recordation tax revenue.

The December 2008 report on Howard County economic indicators on ©26-27 includes
much comparable information. The December 2008 forecast of the State Board of Revenue
Estimates, as summarized on ©25, projects that in 2009 employment will decline by 2.0 percent,
personal income will rise by 1.7 percent, and wage and salary income will rise by 1.5 percent.
The forecast also estimates that capital gains fell by 45.0 percent in 2008 and will fall another
15.0 percent in 2009.

f\farber\09mipleconomic indicators 2-2-09.doc
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M onths Supply of Existing Homes for Sale
at Current Sales Pace

larly, the monthly supply of existing homes for sale has averaged
nearly 11 months since March *08 — at current sales pace.
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Howard County,

INDICAT

Maryland

Qur Mission...

Review the most
currently available
economic indicators
for Howard County
and surrounding
areas o assist in
providing advance
warning of possible
shifis in the local
economy that may
be helpful in the
evaluation of
current and future
government policies
and private sector
business decisions.

December
2008

Insight & Outlook

Professional Service...industry repre-
sentatives reported most business owners are
not optimistic about calendar 2009 and do not
expect substantial improverment until 2010.
Flat or negative growth is common for most
businesses. At the same time operating costs
are increasing or fluctuating causing many to
consider raising selling prices. Many busi-
nesses have bumed through excess cash and
are looking at their lines of credit for operat-
ing expenses, Capital expenditures have been
delayed pending 1mprovement in the econ-
omy. Businesses are undergoing increased
scrutiny by banks. which could result in
reduced lending limits in 2009, Those busi-
nesses which are well funded will find tre-
mendous buying opportunities now and
throughout 200%. Few owners have added
employees and inost have trimmed back in
order to reach Jevels needed to service
reduced volumes. The Technology sector has
possibly been the least affected by the down-
um. Government contraclors are recognizing
sustained or increased revenues.

Service Industries...representatives
reported this sector is feeling the pinch from
declines in consumer discretionary spending.
Most businesses are increasing tnarketing
efforts 10 generate business. Discouns of up
to 50% are common. There is hope that recent
declines in gasoline prices will encourage
more consumers to lcosen pocketbooks.
Transportation services have experienced a
rollercoaster ride over the last quarter. Busi-
ness and leisure travel have been down ane
day or week and up the next, The recent eas-
ing of gas prices has helped the bottom Jine

but these savings are not resulting in a lower-
ing of prices. Lahor has been easier to locate
as many are seeking a second job 1o make
ends meet. Those with government contracts
are busy and expecting business to remain
good. Keeping in contact with clients in cur-
rent conditions is very imponant to keeping
busy and ensuring success.

Banking.,..representatives reported contin-
ued tightening of lending standards as banks
stregpte o identify and deal with problem
loans as wetl as the receni spike in liquidity
and the cost of funding (i.c.. the recent
increase in LIBOR dramatically increased
short tenin funding for financial institutions).
While these two probleins have started to
return 1o a more normal state, financial insti-
tutions remain very cautious in extending
credit. Consumer requests for home equity
and auto loans remain very modest as con-
sumers seek to reduce debt. Business owners
are concerned about the state of the economy.
although most report they expect revenues
and profitability in 2008 will be similar to
2007. They have begun plans to deal with a
weak economy in 2009, and in some cases are
beginning toselectively reduce the workforce.
The decline in gas and material prices has
been a pleasant surprise, but these reduced
material costs are not being fully passed along
to customers as businesses seek 1o bolster
profitability in advance of 2 weak 2009, Busi-
nesses are also carefully watching the credit
condition of their chients as well as inventory
levels. Residemial construction and land
development markets continue to deteriorate
with little end in sight, and commercial real
estate s beginning 10 show signs of weakness
with slower sales and reduced prices.

Agricultural...representatives reported
this sector has had a year of mixed blessings.
Plentifui rain during the growing seasen pro-
duced good crops of grains & hay. The
August drought was miner and therefore did
not damage the com crop. Good weather has
allowed fatl planting to go well. Prices of
grains and hay have hit record highs. only 10
se¢ a dramatic decline recently, The greatest
impact has been the cost of fentilizer and fuel.
Diesel used to plant crops was purchased at
$4.00 a gallon. This has by necessity
increased the cost of foods at the market.
Even if low prices for grains and com con-
tinue, it will still be some time before the con-
sumner will see any affect on the food basket.

Residential Real Estate.., representa-
tives reported buyer iraffic has been betier and
homes are selling at a slow but steady pace.
Realtgrs are prevy optimistic that the market
is starting to show signs of improvement. The
pricing of homes remains crucial 10 making
the sale. Some sellers are still holding out for
their price and these homes are moving
slower and have fewer showings as buyers
continue 1o focus on value, There are plenty
of buyers in the market. Many buyers are
those who chose to rent when the market tur-
moil started and are now enteriny the resale
market again now that prices have dropped.
Credit is available and 15 not as big a problem
as often reported in the media. [t is cleariy a
buyer's market as interest rates are low, thete
are plenty of homes to choose from and sell-
ers are making concessions. There is some
indication that pent up demand is building and
the market may be poised to change in the
near future. Homes in the $250k to $500k
range continue o be the best sellers.

A Jomt Publication of Howard County Government & the Howard County Chamber of Commerce
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Transfar Tax.. Novembar 2008 ... 51573.444 ..............51.860123 ..51.876,181
REAL ESTATE (Sﬂulcu Maryang =mpsrty Viaw; and Cushman & Waketiald, Inc.)
Single-lamily Dwellings
Avarage Selling Price.. $483. 028 . ....5506,223 G9%
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Retail...representatives reported this sector
. . has begun to see a change in consumer buying
“High anxiety best \gangms, Sale; of fresh food stuffs, frozen

: oods, meats. deli products and some clothing
descnb_es _[he current | steady or growing. Sales of durabie goods
state of mind of many | on the other hand. items like fumiture and
business owners.” appliances. and tuxury goods like jewelry
have slowed markedly compared 10 last year.
This tumaround has occurred in the past three
months. Commodity prices are dropping rap-
idly. Declines in fuel prices have begun to
ripple throughout the commodities market.
providing some reliel to consumers,” Seasonal
hiring for the hotiday season has been slowed
at many retatlers. There is some anxiousness
in the retail sector as projections for holiday
sales are not very positive. Inventories gener-
ally are less than last year, but there remains
concem that sales will not improve in the near
term. The new auto market in Howard County
and the region has been putnimeled by the wr-
il in the economy. Light vehicle regisira-
tions for calendar 2008 are predicted to
decline by 13%. Early forecasts for calendar
2009 are nat encouraging, as a 3% decline
from 2008 levels is predicted, Factoes
impacting the Maryland market include high
household debr levels, fear & uncertainty
about personal financial stability and credit
availability. On the bright side there may be
pent up demand that has been building since
2007 that could unprove the market in 2009,

Residential Construction...represen-
tives reported the new home market contin-
ues 1o be dismal. Builders are continuing to
lose money. In some instances builders are
selling more homes compared 10 tast vear. but
are realizing the same level of losses because
the price of the home has been reduced to sell
the product. Lower commodity prices are
hetping some, but often are not enough to bal-
ance oud other concessions and discounts
offered 1o buyers, In most cases leaders scem
to he working with developers and builders. at
least for now. The commercial real estate mar-
ket in Howard County is showing signs of the
downtum. Vacancy rates have increased and
are expecied 1o go higher. Absorption is neg-
attve and not likely 1o improve in the near
terin. However. things are not nearly as bad
as the 1990's because interest rates ate lower
now and there was less overbuilding. The
general feeling is things won't reach those
levels. There is little 10 no new construction
occurring and investment in commercial real
estate has slowed.

Overall...it seems the Howard County
economy is experiencing a gradual slow
down. Discretonary spending by consumers
& business alike appears to be slowing. Aside
from some sinall optimism in the resale real
estate market that buyers are starting 1o sense

Rasidential Building Permits issued

Howard County, MD FY 2001 thru FY 2009
(FY200% imru Seprambar 2008)

1200

1,000
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Unemployment Rate By Place of Residence
September 2007 vs September 2008

Batimara City
Ma ryland
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a bottom there is little 1o feel pood about.
Retail sales are flat for mid 1o low end stores
and higher end products and services may be
hurting even more. Customers are continuing
to look for value in every aspect of spending.
It appears a readjustment is happening that
will impact the long tenn. “'Value first” ver-
sus “bigger & better” may be the wave of the
future. .

Summary

Employment...Resident employment in
September 2008 reached 154.036 persons,
The unemployment rate for September 2007
was 2,7%. The Septcmber 200% rate was the
lowest in the State of Maryland {shared with
Montgomery Co.) and still significantly
below the State rate of 4.6%. The FY02 aver-
age unemployment rate is also 3.3% com-
pared to the FY 08 average of 2.8 % thry
September.

Al Place Employment is reported for March
2008 and was 147.909 an increase of [.4%
compared to the March 2007 level. Total
wages reported for March 2008 grew 3.7%
over the March 2007 level, rising from
$1.895.406.336 to §1,965,599,829. The aver-
ape weekly wage reported for March 2008
was $1,025 up $22 or 2.2% from the $1.003
reported for March 2007,

County Revenues...Personal income
tax receipts as reported for October 2008 were
[.2% higher than income tax revenues col-
lected for October 2007. Fiscal year to date
FY{9 incoine tax revenues are 2.7% above
FY{R levels. Planning & Zoning fees are
reported for Octaber 2008 and are 52% lower
than the November 20047 level. Fiscal year-
to-date collections for these fees are 35%
lower than the FYO08 levels, Transfer tax is
reported for November 2008, Compared to
Novemnber 2007 curreat collections are down
10% in November 2008. Average fiscal year
to date coliections for FY09 are down 7.9%
when comnpared to FY(8.

Construction...Building permits issued
in Qctober 2008 decreased by 28% compared
to the October 2067 level. Fiscal year "(9 10
date permit aciivity reflects a decline of 27%,
or 449 fewer permits than the FY08 level of
1,666 permits. Single-family detached issu-
ances for October 2008 reached 15 units com-
pared to the October 2007 level of 29 units.
FY09 to date SFD pemmits are down 46%
when compared 1o FY0B year 10 date levels. -
Attached single-family issuances increased by
7 units in October 2008 compared 10 the pricr
year. Fiscal year 10 date the number of single
famnity attached units is down 2% from FY08
to FY09. Multi-family permits posted 0 units
in October 2008, the same level as reporied
for Octaber 2007. Non-residential new and
additions, alterations, interior completions
{AAl} permits were up by 13 units in October
2008 compared to Octaber 2007.  Non-resi-
dential reported square footage fiscal year to
date is reported thru October 2008, FY(9 5.1,
1o date totals 270,842 compared to 794,229
reported for FY08 thru the same period. The
estimated non-residential construction cost
reported for October 2008 was $14.4 million
compared 1o $29.1 millien in October 2007.

Economic Endices...Nationa] Leading
Economic lndex {LEI) as reported for Sep-
tember 2008 was 100.6, down nearly 3% from
the September 2007 level of 103.7. The LEI
for the Washington MSA was 106.1 in August
2008, down from the 109.0 reported in
August 2007, The Coincident Index for the
Washington MSA was 114.5 in August 2008,
down from the August 2007 level of 120.8.
Fiscal year to date averages for the Washing-
ton indices were both down, The leading
index was down 2.8% at 106.0 for FY09 com-
pared to 109.1 for FY08. The coincident was
dow 5.4% at 114.9 for FY(9 compared to
121.4 for FY08.

Real Estate...The average sale price for a
single-family home {includes single family
detached and town hames) in August 2008

decreased by 0% from the Aupust 2007 aver-
age of $515.582 10 $463.928. Fiscal year-t0-
date average prices declined by 10% thru the
same period. A 1012l of 229 single-family
hotnes were sold during August 2008, a
decling of 41 % or 16¢ units less shan the 389
units seld in August 2007, Average units soid
fiscal year o date were 208 compared ta 340
units thru August 2007, a decrease of 39%.
Condominium prices in FY09 thru August
averaged $406.270 up 14.6% from the aver-
age price of $354,641 thru August 2007,
Sales of condo units in August 2008 grew by
6 units compared to the numbers reported for
August 2007 when 7 units were sold. The
commercial office vacancy rate for September
2008 was 16.3%, up from 12.6% in Seplem-
ber 2007. The vacancy rate does not reflect
pre-leased new construction. Square foatage
available has increased by 848.939 s.f. when
comparing Septetaber 2008 to Septeimber
2007. Net absorption for the third quarter of
calendar 2008 was (-11,653) s.f. compared
net absorption of 45.273 s.{. through the thicd
quarter of calendar 2007.

Sales Tax...October2008 collections for
Apparels increased by 10.7% compared 1o the
level collected in the same month last year,
The FY09 average receipls to date increased
by 16.9% when compared to the prior year
Collections reported for October 2008 Furni-
ture and Appliance sales declined by 3.7%
compared to October 2007. Fiscal year to
date average revenues thru October 2003
declined by 3.2% from the previous fiscal
year. General Merchandise collections
increased by 10.8% in October 2008 com-
pared 1o October 2007, Fiscal year-to-date
average levels increased by 18.1% compared
1o the prior year. It should be noted sales 1ax
revenues are not returned to the county as
direct revenue. They are an indicator of dis-
cretionary spending in the county as reported
by local businesses to the State of Maryland.

Economic [ndicators Committee
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Janice Bauman. 1M Bauman Associales
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ment, Inc.
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